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Overview and Policy Statement: The State Context
The last major update of the QAP and Guide in 2014 established a series of Priority Project
Categories to limit the award of competitive Low Income Housing Tax Credits (LIHTC) and
Rental Housing Program and HOME Program Funds together, the Rental Housing Financing
Programs (RHFP). After reviewing the results of this approach over the past several years,
DHCD has determined that a broader set of priorities is necessary to ensure the availability
of important resources to all areas and populations in the State of Maryland (the State).
Additionally, it has been determined that the established Priorities should serve to guide --
not limit -- competitive funding awards by DHCD. The scoring criteria outlined in this Guide
provide incentives for developments that meet these Priorities.
Accordingly, with this 2016 update of the QAP and Guide, the DHCD has established the
following set of priorities to guide the award of competitive funding:

Family Housing in Communities of Opportunity

Housing in Community Revitalization and Investment Areas

Integrated Permanent Supportive Housing Opportunities

Preservation of Existing Affordable Housing

Elderly Housing in Rural Areas of the State Outside Communities of Opportunity

Housing for the Homeless

o v R wWNPE

The scoring criteria outlined in this Guide provide incentives for developments that meet
these Priorities, with the greatest priority placed on incentivising the development of
family housing in Communities of Opportunity.

The QAP and Guide were crafted after the consideration of public comments received from
a wide range of housing partners, stakeholders, consultants, housing advocates and others
during the review process.

In addition, in considering changes for the Guide and QAP, DHCD continued to be guided
by PlanMaryland. PlanMaryland is a fundamental element of Maryland’s Smart, Green &
Growing Initiative, and is the state’s strategic plan for long-term sustainability and a road
map for smart growth and development during the coming years when Maryland’s
population is expected to increase and demographics are expected to change. The
following statement from the Executive Order sets forth the purpose of PlanMaryland:

1. PlanMaryland shall be recognized as the State Development Plan for the State and shall
serve as a guide to the economic and physical development of the State in order to:

MULTIFAMILY RENTAL FINANCING PROGRAM GUIDE Page | 1
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a. Spur economic development, redevelopment, revitalization, and infill
development;

b. Incentivize resources and agricultural based industries; and

c. Protect the rural, agricultural, natural, environmental, and cultural lands and
resources.

2. PlanMaryland shall make State policies on development transparent, so local
governments can most efficiently access State resources.

3. State agencies shall review and consider PlanMaryland when making decisions about
actions that affect development in the State.

At all times during the review process, it has been DHCD’s intent to ensure that Maryland’s
affordable housing development resources are fairly deployed in a manner that best serves
Maryland residents, including families, seniors and persons with disabilities or special needs,
and the continuing demand for quality, affordable rental housing across the State.

MULTIFAMILY RENTAL FINANCING PROGRAM GUIDE Page | 2
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1 Introduction

DHCD administers a variety of State and federal programs that finance the development of
affordable rental housing. These programs include, but are not limited to, the Low Income
Housing Tax Credit Program (LIHTC), the Rental Housing Financing Programs (RHFP) which is a
combination of the State-funded Rental Housing Program and the federally-funded HOME
Investment Partnership Program, Rental Housing Works (RHW), and the Multifamily Bond
Program (MBP). DHCD may, from time to time, establish new development financing programs
to advance its mission.

While there are variations between these programs based on the underlying source of funds,
State and federal requirements applicable to specific funding sources, and State policy goals,
DHCD seeks to align many of the administrative processes that accompany these programs. This
alignment makes these programs more user-friendly and contributes to operating efficiencies
for DHCD and its partners, including owners, investors, and managers of properties financed by
DHCD resources.

This Guide is an attachment to the Maryland Qualified Allocation Plan for the Allocation of
Federal Low Income Housing Tax Credits (QAP) and, unless otherwise noted, the requirements
herein apply to any transaction seeking allocations of LIHTC from DHCD, whether those come
from the State’s population-based credit ceiling or from the use of tax-exempt bonds.
Additionally, unless otherwise noted, this Guide applies to MBP, RHW and RHFP (which includes
the State funded Rental Housing Program and federal HOME funds as noted above). Unless
otherwise noted, all references to timeframes in the QAP and Guide refer to calendar days.

MULTIFAMILY RENTAL FINANCING PROGRAM GUIDE Page | 3
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2 Application Process

This section provides information on application and funding processes. For projects
requesting MBP financing, RHW financing and non-competitive LIHTC only, some of the
following steps may not apply, but more information for these programs may be found in the
text boxes throughout this Guide.

Applications for competitive LIHTC and RHFP will be solicited by DHCD by public notice (the
Public Notice) in one round per year. If needed, additional rounds of competition may be held
until all available resources have been reserved.

Multifamily Bond Program and Rental Housing Works

Projects requesting MBP financing, with or without non-competitive LIHTC, may submit an
application at any time. Processing is subject to certain fees that are subject to change. The
current fees are described in Appendix D of this Guide. See Section 6.2 for additional
information on MBP and RHW. Updates to fees are provided on DHCD’s website at
www.dhcd.maryland.gov.

2.1 Pre-Round Communication

2.1.1 Information Session

In advance of each competitive round, DHCD will hold a pre-round information session during
which it will discuss resources available for the round, explain any changes to the QAP, Guide,
or process, provide additional information about how State Bonus Points (described in Section
4.6) will be utilized in the round and provide an opportunity for questions and answers. The
date, time, and location of the information session will be established in the Public Notice.

2.1.2 Optional Pre-Application Meetings
Applicants may request a pre-application meeting to receive preliminary feedback regarding
project specifics as well as a meeting to discuss their proposed projects with DHCD staff.

2.1.3 Waiver Requests
Chapter 5 provides information on the submission of waiver requests, including appropriate
justifications. Certain waivers must be submitted in advance of the application deadline.

2.2 -Local Governments- Notice and Opportunity to Comment
DHCD’s process for notifying local governments and providing an opportunity to comment on
applications for financing are as follows:

MULTIFAMILY RENTAL FINANCING PROGRAM GUIDE Page | 4



http://www.dhcd.maryland.gov/

MARYLAND DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT
DRAFT #2 June 13, 2016

(1) Upon receipt of an Application Submission Package for LIHTC or for a loan under MBP, RHFP
or RHW, DHCD shall provide written notice of the application and a reasonable opportunity to
comment to the political subdivision in which the project is located. If the project is located in a
municipal corporation, the notice shall be sent to the municipal corporation and not to the
county. The written notice shall be sent to the political subdivision’s highest elected public
official and to the head or president of the political subdivision’s legislative body. The written
notice shall include the following information about the project:

(a) Date of application;

(b) Name and description of the project;

(c) Address of the project;

(d) Developer of the project and the Developer’s contact information;
(e) Amount and type of funding and/or LIHTC requested;

(f) Amount, type, and provider of other sources of financing;

(g) Total number of units;

(h) Number of units reserved for families of limited income, including the
income and rent limits; and

(i) Such other information as DHCD deems relevant.

(2) The political subdivision shall have forty-five (45) calendar days from the date the
written notice is sent to review the project and DHCD’s proposed financing for the
project and provide comments, if any.

(3) If a political subdivision provides comments under paragraph (2) above, DHCD will
consider the comments in its review of the application

2.3 Application Review Process

Projects seeking competitive financing will be considered only upon DHCD’s receipt of a
complete application by the application deadline. Applications will be evaluated first against
the Threshold Criteria described in Chapter 3. Projects passing the threshold review will be
evaluated against the Competitive Scoring Criteria described in Chapter 4.

These criteria are intended to select viable projects that meet DHCD’s identified priorities as
well as all federal and State requirements. Except for requirements of the programs’ governing
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statutes, the Threshold Criteria may be waived by the Secretary for compelling reasons or in an
emergency situation. See Chapter 5 for waiver provisions and requirements.

If an application is incomplete or does not meet the Threshold Criteria it will be rejected and
the applicant will be notified in writing by DHCD. The rejection notice shall state the reason the
application has been rejected. A sponsor may request reconsideration of a rejection within
seven (7) calendar days of the date of the notice of rejection. The request for reconsideration
shall be in writing and submitted to the Director of Multifamily Housing. The request may not
include new or additional information and must establish that DHCD has made a mistake or
error in its initial decision. DHCD will review the request and respond within seven (7) calendar
days. If DHCD determines that its initial decision was incorrect, the project will be re-entered
into processing. If DHCD upholds the initial decision, the applicant will be notified and the
application will be withdrawn from processing. Rejected applications may be resubmitted in a
subsequent round. An initial decision or reconsideration of a decision is not a contested case
within the meaning of the Administrative Procedure Act or COMAR 05.01.01. DHCD reserves
the right to redirect a project from the competition to the MBP if DHCD, in its sole discretion,
determines that the project would be financially feasible using tax-exempt bond proceeds with
or without other DHCD resources.

Multifamily Bond Program and Rental Housing Works Threshold Requirements

Projects requesting MBP and RHW financing, with or without non-competitive LIHTC, must
also meet all of Threshold Criteria unless specified otherwise. Projects requesting MBP and
RHW financing that do not meet all Threshold Criteria or have incomplete applications also
will be withdrawn from processing. Requests for reconsideration may be filed in accordance
with COMAR 05.05.02.08. See Section 6.2 for additional information on MBP. Additional RHW
application requirements are outlined below and at the following website:
http://dhcd.maryland.gov/HousingDevelopment/Documents/RHW _application.pdf

Generally, RHW funding is governed by the laws (statutes, regulations and the Guide)
applicable to MBP with the following changes:

e RHW loans shall be subordinate loans with the terms and conditions described below

e RHW loans must be used in conjunction with MBP and 4% LIHTC. RHW applications
should be submitted in conjunction with a MBP application.

e RHW loans may not be used as cash collateral for short-term bonds.

e RHW loans are not subject to the requirements of the MBP that are strictly applicable
to the issuance of tax-exempt bonds.

e RHW applicants must satisfy the following additional threshold criteria:
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o Required zoning for use and density of development must be in place at the
time of application and properly documented. A letter from the local zoning
office would be proper documentation. An approved Planned Unit Development
resolution or a local jurisdiction’s equivalent to a Planned Unit Development
resolution also satisfies this requirement. Development or site plan approval is
not required at application. Conditional use or special exception approval also is
not required at application but must be obtained before closing.

o The award of any competitive public and private sources of funding necessary
for the project’s financial feasibility must have been made; and

o The project’s projected Full Time Equivalent jobs must be documented using the
FullTimeEquivalentlobCalculatorlocatedonDHCD’swebsite:
http://dhcd.maryland.gov

e The Maryland Board of Public Works must approve all RHW funding awards if the
source of the RHW funding is general obligation bonds.

A complete application evaluation consists of a review of the application and supporting
documentation as well as a preliminary site visit. DHCD staff will present their evaluations to an
internal DHCD committee for further review and evaluation. Recommendations for reservations
of competitive RHFP and/or LIHTC will be made by the internal committee based on the
evaluation of projects pursuant to the competitive scoring criteria, the award of State Bonus
Points under Section 4.7, and the availability of resources. These recommendations will be
made to DHCD’s Housing Finance Review Committee (HFRC) for review. After evaluating the
recommendations, HFRC will make final recommendations to the Secretary who will, in his or
her discretion, approve projects for a reservation of RHFP or LIHTC and further processing.
Under certain circumstances reservations may be contingent on the approval of Maryland’s
Board of Public Works (BPW). After a reservation has been issued, projects that do not continue
to meet all Threshold Criteria outlined in this Guide will be withdrawn from processing.

The flowchart below provides an overview of the competitive application and award process:
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Pre-Round Information Session
Approximately forty-five (45) calendar days prior to the
application deadline

!

Application Deadline
Applications will undergo a thorough review for compliance
with DHCD priorities, threshold and scoring over the course of
approximately one hundred (100) calendar days.

A

Announcement of Awards
Awards will be announced and applicant information will be
released within thirty (30) calendar days.

\ 4
Release of Applicant Information Underwriting and Closing Process
DHCD publishes summary of all See Appendix A
applications received from round
including amount of award, approved
waivers and award of State Bonus
Points within thirty (30) calendar days.

2.4 Application Form and Fees

2.4.1 Application Form

Competitive applications must be submitted by the deadlines provided in the Public Notice
using the Application Submission Package, which contains more detailed instructions regarding
many of the requirements in this Guide. Information in the Application Submission Package
supplements this Guide and should be reviewed carefully to ensure compliance with these
requirements. The Submission Packages are available through DHCD’s website at:

http://dhcd.maryland.gov/HousingDevelopment/Pages/MFLibrary.aspx

Applicants must submit two complete copies of the application form including all attachments
and exhibits. Application forms shall not be re-typed, changed, or modified in any manner.
DHCD reserves the right to require electronic submission of applications. All information on the
application must be completed or marked as not applicable. All required exhibits must be
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included and all required documentation must meet the criteria specified in the Application
Submission Package. Incomplete or late applications will not be considered.

For projects seeking competitive financing, applicants may not submit new application material
concerning the project after the application deadline date unless DHCD, in its discretion, has
requested applicants to submit clarifying information.

Generally, with the exception of market studies which must be less than six (6) months old, all
documents submitted with applications, including environmental assessments must be less
than twelve months old.

2.4.2 Fees

All sponsors must pay a nonrefundable fee of $2,500 for each application requesting RHFP,
RHW, MBP, or LIHTC. Only one application fee is required for each project, regardless of the
number of funding resources requested. The application fee must be paid simultaneously with
or before submission of an application. Application fees must be sent under separate cover to
the address below, with a copy of the check included with the application.

All application submissions, including repeat submissions, must include evidence that the
application fee has been paid. Applications received without the required fee will not be
evaluated. The application fee is retained by DHCD even if the application is unsuccessful.
Projects failing to receive a reservation of competitive LIHTC or RHFP may reapply in another
round, but a new application fee will be required. Appendices B and C summarize the fee
requirements.

Unless advised otherwise by official DHCD notices, all fees must be made payable to the
Community Development Administration or CDA and remitted directly to the attention of:

DHCD Central Cashier
Post Office Box 2521
Landover Hills, MD 20784

2.5 Release of Application Information

DHCD will release information on all applications seeking competitive LIHTC and/or RHFP within
fourteen 14 calendar days of the competitive funding round deadline. The information will be
published on DHCD'’s website and will include:

e Name of applicant;

e Project sponsor;

e Site location and address;

e Primary population served (family or elderly);
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e Total number of units;

e Number of units reserved for persons with disabilities(PWD) or specials needs tenants;
e Amount and type (RHFP or LIHTC or both) of funds requested; and

e Total project cost.

In addition, DHCD will release a summary of competitive funding round award decisions within
thirty (30) calendar days of announcing awards. This summary will be published on DHCD’s
website and will include the information listed above, as well as the distribution of LIHTC and
RHFP to projects, disclosure of all waivers granted to applicants, and identification of projects
which received State Bonus Points pursuant to Section 4.7 along with a rationale for why these
points were awarded.

DHCD will periodically post information to its website regarding all applications for financing
(both competitive and non-competitive), as well as information regarding the status of
financing applications: http://dhcd.maryland.gov/HousingDevelopment/Pages/MFLibrary.aspx

2.6 Coordination with Other State Resources
DHCD will coordinate the allocation of LIHTC, RHFP, and RHW with the decision to allocate
other State resources under the control of DHCD.

2.7 Loan Processing
If projects include RHFP or RHW loan financing, the processing requirements outlined in Section

6.1 apply.
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3 Threshold Criteria

Projects must meet all of the following Threshold Criteria to ensure basic program guidelines
are met and DHCD resources are reserved for projects that are viable and ready to proceed.
Projects meeting all criteria listed in this section, or successfully obtaining waivers for such
criteria, will be evaluated against the Competitive Scoring Criteria in Chapter 4.

Threshold Summary Table

3.1 Development Team Requirements

3.1.1 Previous Project Performance
3.1.2 Credit History

3.2 Occupancy Requirements

3.2.1 Minimum Income and Rent Restrictions

3.2.2 Definition of Elderly Housing and Elderly Household

3.2.3 Long Term Use Restrictions and Homeownership Opportunities

3.2.4 Relocation and Displacement

3.3 Marketing Requirements

3.3.1 Public and Assisted Housing Waiting List
3.3.2 Affirmative Fair Housing Marketing

3.4 Tenant Services

3.5 Persons with Disabilities (PWD) or Special Needs Provisions

3.5.1 Preference for Persons with Physical Disabilities

3.5.2 Non-Elderly Developments: Units Reserved for Persons with Disabilities

3.6 Other Financing Commitments

3.7 Rental Housing Financing Programs & Rental Housing Work Loan Requirements

3.7.1 General Terms

3.7.2 Standard Surplus Cash Repayment Terms for

3.7.3 Contingent Interest Surplus Cash Repayment Terms

3.7.4 Amortizing Loans

3.8 LIHTC Award Limits

3.9 Underwriting Standards

3.9.1 Maximum Rents

3.9.2 Vacancy

3.9.3 Operating Expenses

3.9.4 Replacement Reserves

3.9.50perating Reserves
3.9.6 Trending
3.9.7 Debt Service Coverage Ratio
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3.9.8 Development Costs

- 3.9.8.1 Acquisition

- 3.9.8.2 Syndication Costs

- 3.9.8.3 Professional Fees
3.9.9 Phased Projects

3.10 Readiness to Process

3.11 Site Requirements

3.11.1 Site Control

3.11.2 Utility Availability

3.11.3 Zoning

3.11.4 Environmental Assessments
3.11.5 Scattered Sites

3.11.6 Exceptions

3.11.7 New Construction-Priority Funding Areas (Smart Growth)

3.11.8 Relocation and Displacement

3.12 Market Study

3.12.1 Site and Surrounding Market Area

3.12.2 Market Analysis

3.12.3 Capture Rate

3.12.4 Penetration Rate-New Construction Projects Only
3.12.5 Vacancy Rates

3.12.6 Income Levels

3.12.7 Absorption Rate

3.13 Development Quality Thresholds

3.13.1 Criteria Applicable to All Projects

3.13.2 Base Level Green Standards for All Projects

3.13.3 Additional Criteria Applicable Only to New Construction and Gut Rehabilitation
3.13.4 Additional Criteria Applicable only to Rehabilitation

- 3.13.4.1 Base Level Energy Standards for Rehabilitation Only
- 3.13.4.2 Lead Hazard Elimination

3.1 Development Team Requirements
As used within this Guide, the term Developer refers inclusively to the project sponsor, project
owner, guarantor, and general partner/managing member with an ownership interest in the
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project’s ownership entity whether such roles are held by individuals, corporate entities,
partnerships or limited liability companies. The term Developer specifically excludes the
investor/syndicator partner(s) or member(s) of the ownership entity.

The Development Team refers inclusively to the Developer and the team of professionals under
contract to the Developer to assist with the overall development of a project. The Primary
Development Team consists of the Developer and the project’s general contractor, architect,
and property manager. The Secondary Development Team includes the project’s civil engineer,
attorney, accountant, and/or other specialized professional service providers.

All corporations, limited liability companies or partnerships that make up the Developer or that
will provide guarantees to the transaction must submit audited, reviewed or compiled financial
statements, as well as interim statements acceptable to DHCD. If possible, financial statements
should be prepared according to Generally Accepted Accounting Principles (GAAP). Any
individuals providing guarantees or who will be a managing member or general partner in the
Developer must submit personal financial statements, including certifications acceptable to
DHCD. The required financial statements must include calculations of total assets, total
liabilities, current assets, and current liabilities. Complete financial statement requirements
may be found in the Application Submission Package.

If the financial statements, including associated management letters, raise concerns about
material misstatements, lack of internal controls, or doubts about an entity’s ability to remain a
going concern, the application may, in the sole discretion of DHCD, be rejected on a threshold
basis.

3.1.1 Previous Project Performance

Within five (5) years prior of the application date members of the Primary Development Team
may not have received a reservation or commitment of funding from DHCD for a project that
was not carried out for any of the following reasons:

e For LIHTC, entities that (1) received a reservation but were unable to place the project
in service in the year of the reservation or unable to meet the requirements to receive a
Carryover Allocation; (2) received a Carryover Allocation but could not meet the 10%
expenditure test deadline necessary to keep a Carryover Allocation; (3) received a
Carryover Allocation or other Allocation but could not place the project in service within
the time required by the LIHTC Program; or (4) demonstrate a history or pattern of non-
corrected serious health and safety issues as documented by IRS form(s) 8823.

e For RHFP, RHW and MBP, entities that received a reservation or commitment of loan
funds but were unable to close the financing.
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This criterion does not apply to the voluntary return of LIHTC, RHFP, RHW, or MBP reservation
or commitment by a Developer based on a determination that the project as originally
proposed is no longer feasible, provided that DHCD was willing to accept the return and there
was no loss to DHCD of State resources. Additionally, DHCD will evaluate the role of Primary
Development Team members relative to their role. For example, an architect would not be
prevented from participating in a new transaction simply because they had been the architect
on a project where the developer subsequently developed a pattern of noncompliance leading
to issuance of IRS form 8823.

In addition, within the five years prior to the application date, Primary Development Team
members may not have:

e Participated as an owner or manager in the development or operation of a project that
has defaulted on a DHCD or other government or private sector loan;

e Consistently failed to provide documentation required by DHCD in connection with
other loan applications or the management and operation of other existing projects;

e Been involuntarily removed as a general partner or managing member from any
affordable housing project whether or not financed or subsidized by the programs of
DHCD;

e Received a limited denial of participation from the U. S. Department of Housing and
Urban Development (HUD);

e Been debarred, suspended, or voluntarily excluded from participation in any federal or
state program;

e Been directly involved with any project placed on DHCD’s defaulted loans watch list due
to actions which, in the opinion of DHCD, are attributable to the sponsor or the
Development Team member;

e Unpaid fees, loan arrearages, or other obligations due to DHCD on other projects; or

e Been found by any state or federal agency or court of competent jurisdiction to have
acted in violation of the Fair Housing Act, the Civil Rights Act or any other state or
federal law prohibiting discrimination, or failed to comply with the terms of any
agreement or court order related to any settlement, conciliation or legal action related
to such a violation.

This evaluation will be based on mandatory disclosures by Primary Development Team
members, including submission of financial statements meeting the criteria specified in the
Application Submission Package, as well as a review of DHCD records, personal credit histories,
commercial credit reports, and other available information. Knowingly providing false
information to DHCD on the application or otherwise may subject the applicant to penalties
under Maryland law.
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3.1.2 Credit History

Members of the Development Team acting in the role of Developer, general contractor, or
property manager will not be considered for funding if they have unpaid state or federal
income, payroll, or other taxes as of the application date or a record within the past five (5)
years of any of the following that are unacceptable to DHCD:

e Chronic past due accounts;

e Substantial liens or judgments;

e Three or more instances of unpaid taxes (even if cured prior to the application date);
e Foreclosures or bankruptcies; or

e Deedsin lieu of foreclosure.

This evaluation will be based on mandatory disclosures by Development Team members,
including submission of financial statements meeting the criteria specified in the Application
Submission Package, as well as a review of DHCD records, personal credit histories, commercial
credit reports, and other available information. Knowingly providing false information to DHCD
on the application or otherwise may subject the applicant to penalties under Maryland law.

3.2 Occupancy Requirements

3.2.1 Minimum Income and Rent Restrictions

At a minimum, applicants must agree that low-income units in the project will be rented to
households with incomes and at rents that do not exceed the levels required under the
proposed funding source(s).

3.2.2 Definition of Elderly Housing
Any application for funding that reserves units for the elderly must meet DHCD’s definition of
elderly housing or must request a waiver.

DHCD defines Elderly Housing as any project that proposes to restrict occupancy to one or more
of the units in the project based on age. DHCD defines an elderly household as one in which at
least one household member is age sixty-two (62) or over. These definitions apply to all projects
applying for LIHTC, RHFP, RHW or MBP financing as Elderly Housing.

FHA Insurance Threshold Requirement

For projects financed under FHA Insurance programs including FHA Risk Sharing, DHCD will
follow the requirements of Chapter 3-2H of Handbook 4590.1 — Elderly Projects which defines
Elderly Housing as: “An elderly family means any household where the head or spouse is 62

years of age or older, and also any single person who is 62 years of age or older.”
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The Market Study provided in accordance with Section 3.12 must demonstrate demand for the
project among the elderly population proposed. In all cases, Elderly Housing must comply with
all applicable federal laws, including the Fair Housing Act.

3.2.3 Long Term Use Restrictions and Homeownership Opportunities

All projects requesting competitive LIHTC, RHFP, and/or RHW must agree to at least forty (40)
years of low-income occupancy restrictions, unless a structured fifteen (15) year transition to
homeownership is presented and accepted. All projects requesting non-competitive LIHTC
and/or MBP loan funds must agree to at least thirty (30) years of low-income occupancy
restrictions.

Properties intended for eventual homeownership must be physically designed to facilitate
marketing for and conversion to homeownership. At application submission, projects must
present a strategy that shows how funding will be made available from the project or other
dedicated sources to prepare and assist residents for the transition of the project to
homeownership at the close of the initial fifteen (15) year compliance period.

3.2.4 Relocation and Displacement

Generally, DHCD will not participate in a project if it results in the permanent displacement of
more than 5% of elderly or disabled residents or 10% of family residents dwelling on the site of
the proposed project. If the project will result in the relocation of any residential tenants, DHCD
expects the applicant will comply with the requirements of the Uniform Relocation Assistance
and Real Property Acquisition Act of 1970 (42 U.S.C. 4601) (URA) and §104(d) of the Housing
and Community Development Act of 1974 (42 U.S.C. §5304(d)) regarding resident notice and
compensation. These requirements apply to all funding requests regardless of the ultimate
source of the funds.

All applicants should make themselves familiar with URA and §104(d) requirements, including
required notices from both the purchaser and seller that may apply to the project. DHCD will
consider waivers to its cap on permanent displacement only to the extent that the
displacement complies with URA and leverages substantial federal investment. Information on
federal relocation requirements and the rights of affected tenants may be found at:
http://portal.hud.gov/hudportal/HUD?src=/program_offices/comm _planning/affordablehousin

g/training/web/relocation/notices
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3.3 Marketing Requirements

3.3.1 Public and Assisted Housing Waiting List

All projects must establish a priority for households on waiting lists for public housing or other
federal or State assisted low-income housing. The applicant also must demonstrate that the
entity maintaining the waiting list is willing to refer tenants to the project.

3.3.2 Affirmative Fair Housing Marketing

The State of Maryland has a compelling interest in creating fair and open access to affordable
housing and promoting compliance with state and federal civil rights obligations. Fair Housing
requirements apply to the full spectrum of housing activities including but not limited to
outreach and marketing, the qualification and selection of residents, and occupancy. This
Guide and the QAP continue DHCD’s long-standing commitment to affirmatively furthering fair
housing.

All applications must include a certification that the project will develop and implement an
Affirmative Fair Housing Marketing Plan (AFHMP) using form HUD-935.2A available online at:

http://portal.hud.gov/hudportal/documents/huddoc?id=935-2a.pdf

To provide the greatest access to housing opportunities by Maryland’s residents, all AFHMPs
also must include, at a minimum, the following provisions:

e prohibit income requirements for prospective tenants with Housing Choice Vouchers or
similar vouchers, including, but not limited to, VASH, Shelter Plus Care, Bridge Subsidy
and Continuum of Care;

e eliminate local residency preferences;

e ensure access to leasing offices for persons with disabilities;

e provide flexible application and office hours to permit working families and individuals
to apply; and

e encourage credit references and testing that take into account the needs of persons
with disabilities or special needs.

In the event HUD updates form HUD-935.2A or DHCD later publishes additional AFHMP
requirements, applicants will be required to use the newest versions of such forms and/or
criteria available.

Prior to closing DHCD will review the AFHMP to ensure the AFHMP is in conformance with all
HUD and DHCD requirements, and will reject any AFHMP not in conformance. Additionally,
projects must review and update their AFHMP at least every 5 years or when required by
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DHCD. Failure to comply with an approved AFHMP will result in negative points in future
applications as described in Section 4.1.2.

3.4 Tenant Services

All projects must provide services appropriate to the population served by the project. To be
considered for financing, an application must include a certification by the applicant that it will
provide appropriate services throughout the compliance period or loan term, as applicable, that
address the following:

e Family projects must deliver or coordinate services that improve building and unit
maintenance, stabilize occupancy by improving residents' abilities to uphold their lease
obligations, and enhance quality of life and self-sufficiency for residents, including
children;

e Elderly occupancy projects must deliver or coordinate services that stabilize occupancy
by improving residents' abilities to uphold their lease obligations throughout the aging
process and enhance quality of life through improved access to or information
concerning services and benefits, health promotion, community building, and
socialization;

e Projects that include populations with disabilities or special needs must ensure that the
targeted population served is able to benefit and access the services provided to the
general population at the property;

e All projects must, at a minimum, provide passive links to appropriate community
services for tenants.

3.5 Persons with Disabilities (PWD)

3.5.1 Uniform Federal Accessibility Standards Requirements

All projects must ensure that persons with physical disabilities have priority for occupancy of
any units qualified under the Uniform Federal Accessibility Standards (UFAS). To ensure that
persons with disabilities who require the features of a UFAS unit receive priority for UFAS
qualified housing, when a UFAS unit becomes available, it must be offered first to a prospective
tenant whose disabilities require such a unit even if other applicants who do not require
accessible units have higher placement on the general waiting list. However, owners are not
required to disregard occupancy restrictions imposed by any applicable financing program,
State or federal law, or lease. Additionally, when renting UFAS units to households that do not
require an accessible unit, owners are required to include provisions in the lease that require
the household to move to another comparable unit (should there be a comparable unit
available) within the project in order to make the UFAS unit available for a household that
requires such a unit.
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All projects must comply with UFAS and any other applicable laws or requirements, including
without limitation Section 504 of the Rehabilitation Act of 1973 (Section 504), the regulations
implementing Section 504 at 24 CFR Part 8, the Americans with Disabilities Act (ADA), and the
2010 ADA Standards (as modified by HUD).

3.5.2 Family Housing Developments - Units Reserved for Persons with Disabilities
All family projects must reserve at least five percent (5%) of all units for households at or below
60% AMI and headed by a non-elderly PWD. Non-elderly disabled units provided under the
Bailey Consent decree in Baltimore City will satisfy this requirement. However, this
requirement is also satisfied by serving non-elderly PWD who do not meet the City’s non-
elderly disabled definition. Projects that exceed the requirements of this section may qualify
to receive points under the Competitive Scoring Criteria detailed in Section 4.4.2.

Units reserved under this threshold requirement must be reserved exclusively for targeted
populations for a period of not less than sixty (60) calendar days both at initial lease-up and
upon turnover. The sixty (60) calendar day time period at lease-up will be measured from the
date upon which the project achieves 80% occupancy and at turnover will be measured from
the date upon which the unit is determined ready for occupancy following move-out by the
prior tenants and completion of any cleaning, repairs, or maintenance. In addition to other
marketing or referrals for the units, projects with non-elderly PWD units must agree to provide
notice of unit availability to and accept referrals from the Maryland Department of Disabilities
(MDOD) and/or the Maryland Department of Health and Mental Hygiene (DHMH).

3.6 Other Financing Commitments

Letters of intent to provide financing must be furnished for all funding sources identified in the
application. At a minimum, letters of intent must state that the project appears feasible and
must show the amount of anticipated funding, general repayment terms, and any financial
conditions. Letters of intent from the intended first mortgagee also must include the lender’s
acknowledgement of DHCD’s financing regulations and policies and the lender’s agreement to
cooperate with the applicable RHFP, RHW, LIHTC, and MBP processes, as appropriate.

In addition, if financing will be subsidized or insured, evidence must be provided that the
appropriate applications have been prepared and have been or are ready to be filed. For
projects proposing financing with an FHA-insured first mortgage and an RHFP or RHW loan, the
lender must acknowledge in its letter of intent that it will accept the use of the FHA/DHCD
Intercreditor Agreement without modification. Lenders for FHA-insured first mortgages must
also detail the proposed schedule for Multifamily Accelerated Processing (MAP). This schedule
must correspond with the Developer’s schedule as set forth in the application.
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For projects applying for LIHTC, applicants must provide a proposal from at least one
syndication firm showing the amount of expected LIHTC, the investor type, expected net
proceeds, syndication costs, pay-in schedule, and willingness to comply with DHCD’s
regulations. The syndicator’s letter must provide a proposed schedule for completing its due
diligence and indicate the current status of its review of the application and project, including
whether a site visit has been completed.

Letters that fail to explicitly include the acknowledgements and information listed above will be
rejected as incomplete and will result in the application failing threshold review and being
removed from processing.

3.7 Rental Housing Financing Programs & Rental Housing Work Loan
Requirements

This section sets forth the terms applicable to RHFP and RHW loans. A sponsor of a project that
has been awarded RHFP funds may generally choose the repayment option set forth in either
Section 3.7.2 or 3.7.3, unless the underwriting for the project indicates that the project can
bear a must-pay loan as described in Section 3.7.4. Sponsors must select a repayment option
prior to execution of a loan commitment with DHCD. In all cases, DHCD reserves the right to
adjust loan terms for a particular project based on its underwriting and subsidy layering
reviews.

3.7.1 General Terms
The following terms are generally applicable to all loans:

e Maximum awards: Generally the maximum RHFP loan per project may not exceed $2

million except as permitted in COMAR. RHW loans may not exceed $2.5 million.
e Prepayment restrictions: RHFP and RHW loans are, by regulation, subject to certain

restrictions upon prepayment including, but not limited to, continuing occupancy
restrictions, tenant notices and relocation requirements.

e Loan Term: The RHFP and RHW construction loan period (generally the construction
contract term plus three months for cost certification) plus 40 year permanent loan
period. Maturity will be accelerated due to sale, refinancing or other transfer of the
project, or occurrence of an event of default.

Standard Surplus Cash Repayment Terms. The terms set forth below reflect DHCD’s traditional
surplus cash repayment terms. This option is most commonly used for RHFP and RHW loans in
conjunction with LIHTC. A form of the note used in connection with this form of loan is available
on the DHCD website: http://dhcd.maryland.gov/HousingDevelopment/Pages/MFLibrary.aspx

e Interest: 0% interest during the construction loan period; 2% simple interest during the
permanent loan period.
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Construction Loan Period: No payments during construction loan period.

Payment Dates: Annual payments are due three months after the end of the borrower’s

fiscal year.

First Payment: First payment is interest only based on the lesser of (i) 75% of surplus
cash; or (ii) the amount of interest accrued from the end of the construction loan period
to the end of the borrower’s fiscal year.

Regular Payments: Thereafter, payments of principal and interest are based on the

lesser of (i) 75% of surplus cash or (ii) an amortized amount of principal and interest that
would pay off the loan in 40 years.
Surplus Cash Definition: The definition of surplus cash for purposes of repayment of a

RHFP Loan is set forth in the note and generally does not permit payments to partners
or members to be paid ahead of loan payments to DHCD (except for a $3,000 annual
investor services fee).

Contingent Interest Surplus Cash Repayment Terms RHFP and RHW Loans

Below are alternative repayment terms that DHCD has approved where DHCD agrees to limit

the amount of interest that would otherwise accrue on a traditional surplus cash loan. A form

of the note used in connection with this form of loan is available on the DHCD website:

http://dhcd.maryland.gov/HousingDevelopment/Pages/MFLibrary.aspx

Interest: 0% stated interest for both construction loan period and permanent loan
period.
Construction Loan Period: No payments during construction loan period.

Regular Payments: Annual payments are due three months after the end of the

borrower’s fiscal year commencing three months after the end of the year in which the
construction loan period ends.
Regular Principal Payments: Principal payments shall be paid based on a percentage of

surplus cash (see below regarding calculation of this percentage) determined as of the
end of borrower’s fiscal year.
o Note: The amount paid is not limited by an amortizing amount as in the standard
terms under Section 3.7.2.
o The definition of surplus cash for principal payments is the same as that used for
the standard surplus cash repayment terms under Section 3.7.2.
Regular Contingent Interest Payments: Once principal is repaid, “contingent interest”

payments shall be made from a percentage of “contingent interest surplus cash”. The
definition of “contingent interest surplus cash” allows this payment to be made later in

III

the project’s cash flow “waterfall” behind the payment of deferred developer fees,

partner loans, deferred investor services fees, and tax credit adjustment payments.
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e Maximum Contingent Interest Amount: The Maximum amount of contingent interest to
be paid will be capped to an amount equal to the amount of interest that would have

accrued at the rate of 4% on the outstanding principal balance of the loan.
e Surplus Cash Percentage: The following principles apply with respect to the DHCD

surplus cash percentage used for principal payments:

o Until deferred developer fees are paid, DHCD’s percentage will not exceed 50%.

o If alocal government is also making a loan to the project greater than $250,000,
so long as the local government agrees to the same terms and conditions as
apply to DHCD’s contingent interest surplus cash loan, DHCD may allow a local
government to share a percentage of the surplus cash, proportionately, up to
25%.

o If the local government’s capital contribution is greater than 60% of the project’s
total public subordinate debt, DHCD will share the available surplus cash evenly
with the local government.

Appendix E sets forth examples of surplus cash splits in a variety of scenarios. In
addition, the DHCD website includes a calculator that may be used to determine the
relative surplus cash percentages of the parties for a particular project:
http://dhcd.maryland.gov/HousingDevelopment/Pages/MFLibrary.aspx

e Contingent Interest Percentage (used for contingent interest payments): DHCD’s
contingent interest percentage (used for contingent interest payments) will be the
greater of (i) the percentage that the Loan comprises of the total costs of the project; or
(ii) 20%. The calculator on the DHCD website may also be used to determine the
contingent interest percentages applicable to the parties involved in financing a project.

e Capital Event Contingent Interest Payment: In the event of a capital event, such as a

sale or transfer of the project, refinancing of the loan, or the maturity of the loan, a
payment shall be due to DHCD from the net proceeds of the capital event. The amount
due shall be determined based on DHCD’s contingent interest percentage of the net
proceeds provided that the aggregate amount of contingent interest payments does not
exceed the maximum contingent interest amount described above.

3.7.3 Amortizing Loans

In some cases, a Project’s anticipated cash flow and debt service are such that it is reasonable to expect
the borrower to make regular monthly payments of principal and interest. The general requirements set
forth in Section 3.7.1 would also be applicable to such loans.
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Multifamily Bond Program Terms and Conditions

Loans provided under the MBP must be amortized at an interest rate set by DHCD. The term
of the loan may be up to forty (40) years for either taxable or tax-exempt bond funded loans.
All projects must be credit-enhanced so that the bonds sold to fund the loans can receive a
rating of “AA” or better from DHCD’s rating services, unless an alternative structure is
approved by DHCD. See Section 6.2 for additional information on MBP.

3.8 LIHTC Award Limits

The maximum amount of competitive LIHTC reservation or allocation will be limited to not
more than $1.5 million to any single project. Reservation and/or allocations may be split over
two (2) or more calendar years.

Allocations of non-competitive LIHTC pursuant to §42(h)(4)(B) of the code (federally subsidized
tax-exempt bond transactions) are not subject to the $1.5 million cap noted above and limited
only by the amount required, at the sole determination of DHCD, for the long term feasibility
of the project.

3.9 Underwriting Standards
To pass threshold, all applications must be submitted meeting the underwriting standards listed
in Sections 3.9.1 through 3.9.8.

Consistent with its obligations under §42(m)(2) of the Code, which requires that LIHTC
allocations not exceed what is necessary for financial feasibility, and in consideration of best
practices promoted by the National Council of State Housing Agencies, DHCD will underwrite all
applications for LIHTC, RHFP, MBP, and RHW. In so doing, DHCD must balance the efficient use
of resources with the need to develop housing that is viable and sustainable for the entire
compliance and extended period.

Projects without project-based Section 8 assistance that are subject to federal subsidy layering
requirements under §911 of the Housing and Community Development Act of 1992 are subject
to the Memorandum of Understanding between DHCD and HUD. Additionally, projects with
project-based housing choice vouchers must comply with the standards in the HUD
Administrative Guidelines: Subsidy Layering Review for Proposed Section 8 Project-Based

Voucher Housing Assistance Payments Contracts, as published in the Federal Register, July 9,
2010.

3.9.1 Maximum Rents
Low-income units in a project must be rent restricted as required by the most restrictive
funding source. Applications that anticipate the use of project-based rental assistance must
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show a breakdown of the actual rent to be paid by tenants and the estimated rental subsidy
that will be received by the project owner.

In all cases, the Market Study and appraisal must demonstrate the proposed rents are
achievable. Rents must allow for a reasonable affordability window so that tenants below the
maximum income for targeted units are not paying a disproportionate percentage of their
income for rent (i.e. in excess of 30% for family projects or 35% for elderly projects).

Maximum unit rents (inclusive of tenant paid utilities) may not exceed 30% of the imputed
gross income limit applicable to each unit based on an assumption of 1.5 persons per bedroom
for units with one or more bedrooms and 1.0 persons per bedroom for efficiency or Single
Room Occupancy (SRO) units. For example, the maximum rent calculation for a two-bedroom
unit targeted to households at 40% of the area median income would be calculated by dividing
40% of the area median income for a three (3) person household by twelve (12) and multiplying
by 30%.

For units restricted to Elderly Households, the imputed household size may not exceed three
persons regardless of the number of bedrooms. For example, in a family project, the rent for a
three-bedroom unit would be based on a 4.5 person household, but if designated as an elderly
unit the maximum rent must be calculated based on a three (3) person household.

Area Median Income charts, including adjustments for household size, are published annually
by HUD and posted on DHCD’s website at:
http://dhcd.maryland.gov/HousingDevelopment/Pages/MFLibrary.aspx

3.9.2 Vacancy

All projects will be underwritten with a minimum vacancy rate of 5%. Additionally, the Market
Study must fully support the proposed vacancy level. DHCD reserves the right to reject as
infeasible any project that requires a vacancy rate of 10% or more.

Multifamily Bond Program Terms and Conditions

Loans financed using the FHA Risk Sharing Program generally will be underwritten using a 7%
vacancy rate. See Section 6.2 for additional information on MBP.

3.9.3 Operating Expenses

Annual operating expenses, including all real estate taxes but excluding replacement reserve
deposits, should be no less than $4,000 per unit per year and no more than $7,000 per unit per
year. Waivers may be requested for small projects of up to forty (40) units, and for projects
with master-metered (i.e. project paid) utilities, or for other unusual circumstances.
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3.9.4 Reserves for Replacement

All projects must budget at least $300 per unit per year in reserves for replacement (RFR)
deposits. Additionally, RFR deposits must be adequate to support the project as determined by
a capital needs assessment (CNA) prepared by a qualified third party. DHCD reserves the right,
in its sole discretion, to require a new CNA every five to ten years and adjust RFR deposits
based upon such new CNA.

3.9.5 Operating Reserves

Each project must establish an operating reserve equal to between three and six months of
underwritten operating expenses, debt service payments, and required deposits to other
reserves. At a minimum, capitalized operating reserves must remain in place until the project
has achieved a minimum 1.15 debt service coverage ratio, economic break-even operations for
one complete fiscal year as confirmed by the project’s annual audit, and reached and sustained
90% occupancy for twelve (12) consecutive months. In the discretion of DHCD, the operating
reserve may be released over the next three (3) years provided the project continues to achieve
economic break-even operations and sustains 90% occupancy.

Upon release, operating reserves generally may be used to pay any outstanding deferred
developer’s fee, reduce any State loan, fund other reserves, fund project betterments, or
otherwise be applied as approved by DHCD.

3.9.6 Trending

In evaluating the long term viability of the project, DHCD requires that rents and other revenue
from the project be projected to increase by no more than 2% annually. Operating expenses
(including property taxes) must be projected to increase by not less than 3% annually.

3.9.7 Debt Service Coverage Ratio

All projects must be underwritten to a minimum debt service coverage ratio (DSCR) of 1.15 in
the first year of stabilized operations. The DSCR will be calculated including all must-pay debt
service payments. For projects with amortizing debt service on a RHFP or RHW loan, the
minimum DSCR is 1.1.

3.9.8 Development Costs and Fees

Consistent with §42(m)(2) of the Internal Revenue Code and industry best practices, DHCD
limits funding awards to the amount necessary to make a transaction viable. Even if a specific
line item is not being paid with LIHTC equity or DHCD funds, any excessive cost, regardless of
the source of financing, increases the gap and affects the public subsidy needed by a
transaction. As a result, DHCD reserves the right to require any applicant to provide a
justification of any development cost line item regardless of the source of funding. The
following standards will be applied to specific cost items.
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3.9.8.1 Acquisition

In all cases and regardless of which proposed funding source will pay for the acquisition price,
an appraisal will be used to assess the reasonableness of the acquisition price in the project
budget. In most cases, independent professional appraisers under contract with DHCD will
perform the appraisal and the applicant will pay the costs of any required appraisals; provided,
however, DHCD, in its sole discretion, may accept an appraisal that is required by another
lender and prepared by an independent professional appraiser for that lender. For LIHTC
transactions involving acquisition credits, DHCD may, as a condition of a reservation and at its
discretion, request an opinion from an independent CPA or tax attorney confirming that the
planned acquisition conforms with §42(d)(2)(B) of the Code (i.e. the Ten-Year Rule).

The acquisition price is defined as the consideration offered for the transfer of title and legal
ownership. The acquisition price does not include:

e Reasonable and necessary soft costs related to the acquisition, such as legal expenses
associated with zoning, title expenses, relocation costs, and engineering fees; or

e Off-site improvements, such as extensions of infrastructure necessary to prepare the
site for its intended use, provided that the absence of such improvements is clearly
noted and accounted for within the appraisal’s estimate of “as is” value.

The acquisition price must meet the following requirements:

e In the case of an Arms-Length Transaction (as defined below), the acquisition price must
be less than or equal to the “as is” appraised value of the property.

e In the case of a transaction involving a change of use, the acquisition price must not
exceed the lesser of the “as is” appraised value or the “as completed” appraised value
based on the project’s projected end use. In the case of a Related Party Transaction
where the property was acquired less than two years before the application date, the
acquisition price must not exceed the lesser of the “as is” appraised value or the
applicant’s original acquisition price plus carrying costs acceptable to DHCD.

e In the case of a Related Party Transaction (as defined below) where the property was
acquired two or more years before the application date, the acquisition price does not
exceed the “as is” appraised value of the property.

For purposes of this section, an Arms-Length Transaction is one between parties made freely
and independently of each other, and without a special relationship such as family relationship,
other business relationship, or the existence of a controlling interest between the parties. In
contrast, a Related Party Transaction includes one between parties where familial, business,
controlling interests, or other close ties exist prior to the transaction.
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Except for family housing projects located in a Community of Opportunity, any portion of the
acquisition price in excess of the "as is" value may not be financed or reimbursed by RHFP or
other project sources, may not be used in calculating the developer fee, and may not be
reimbursed from cost savings at final closing. The excess must be paid with non-project sources
such as proceeds of the developer fee. For a family housing project located in a Community of
Opportunity, the acquisition price may be up to 120% of the “as is” value before being subject
to the limitations outlined in this paragraph.

Exceptions to the acquisition price standards may be submitted to DHCD on a case by case basis
under the waiver process described in Section 5.2.10. Waivers to the acquisition price
limitations will be in DHCD’s sole discretion, and DHCD expects the approval of such excess
acquisition prices to be extremely limited.

Additionally, DHCD loan funds may not be used directly to purchase schools or school sites
owned by local governments or religious institutions for conversion to housing, except as
permitted by waiver as provided in Section 5.2.4.

DHCD will allow real estate taxes and other carrying costs associated with owning the site for
up to twelve (12) months prior to application and during the period after acquisition and
application to be counted towards the allowed acquisition price of the property for the purpose
of meeting the 10% expenditure tests associated with awards of LIHTC.

3.9.8.2 Syndication Costs
For projects seeking LIHTC awards, the projected net equity from syndication should be based
on current market conditions. Net equity will take into account syndication and partnership
fees included in the project budget. When analyzing the LIHTC market, DHCD may adjust the
equity rate for purposes of determining the appropriate award of credits.

Because the market for LIHTC equity is variable, DHCD intends to provide notice ahead of each
funding round about its current assumptions for equity pricing and reserves the right to
establish both minimum and maximum pricing. Further, DHCD reserves the right to require an
applicant to submit documentation from equity providers justifying the reasonableness of the
applicant’s equity pricing assumptions.

Payment of an investor service’s fee will be restricted to $3,000 annually prior to payment of
DHCD loan payment.

3.9.8.3 Professional Fees
Subject to the further definitions and restrictions below, the following limits on professional
fees will apply to all projects:
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Summary of Professional Fee Limitations
Large Projects Small Projects
(up to 40
units)
Builder’s Fees—Aggregate New construction: 15% New
limit Rehabilitation: 17% construction &
% of net construction costs Rehab:20%
Builder’s Profit 10%
Builder’s Overheard 3%
General Requirements 10%
Civil Engineering 5% 7%
% of net construction costs
Architect—Design 5% 7%
% of construction contract
Architect—Administration 3% 4%
% of construction contract
Developer Fee 10-15% as further defined below
% of aggregate basis

e Applicants may request waivers to the professional fee limitations described above for
small projects (those with up to forty (40) units) and/or projects that require specialized
consultants or services. Waivers must be requested in accordance with Chapter 5 and
will be granted at the sole discretion of DHCD and upon a determination that the
increased costs are necessary and reasonable given unique features of the proposed
project.

e Developer’s Fee — The Developer’s Fee is inclusive of all fees paid to the Developer,
processing agents, and development consultants, and includes deferred fee. The range
of allowable developer’s fees is from 10% to 15% of total development costs as
approved by DHCD based on the table below. For purposes of this calculation, total
development costs include the following: expenses related to the construction or
rehabilitation of the project; fees related to construction or rehabilitation such as
architecture, engineering and legal expenses; financing fees and charges such as
construction interest, taxes, insurance and lender fees; and acquisition related costs
which may include master planning costs. Total development costs do not include the
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following: hard or soft cost contingencies; syndication related costs; funded guarantee
and reserve accounts that are required by lenders or investors; and the Developer’s Fee.

For projects with competitive RHFP and LIHTC the Developer’s Fee may not exceed $2.5

million.
Developer’s Fee Limits
Fee on Fee on
Development Costs | Acquisition Costs
First $10 million 15% 10%
Amount in excess of $10 10% 5%
million

Sponsors may request up to an additional five (5) percent above the calculated
developer fee if 80% of the entire additional fee is escrowed with DHCD or another
lender to fund a rent subsidy for Targeted Population (See Section 4.4.2) units set aside
for persons at or below 20% of area median income for the initial 15 year LIHTC
compliance period. The remaining 20% will be made available to the project sponsor as
an incentive for providing units to target populations. Funds deposited in the rent
subsidy will be used to fund the difference between the 20% AMI rent and 60% AMI
rent. DHCD will work with sponsors to determine the exact mechanism necessary and
appropriate to ensure funding on the subsidy. Additionally, during the initial 15 year
compliance period, DHCD will review, approve and monitor use of the rental subsidy.
Provisions for the rent subsidy will be incorporated into DHCD’s loan documents, as
appropriate. The additional five (5) percent above the calculated developer fee will not
be subject to the $2.5 million limit stated above. See Chapter 5 of this Guide for more
information.

Note that while this section describes the limits on the allowable Developer’s Fee,
Section 5.2.8 addresses expectations on the disbursement of the Developer’s Fee.

3.9.9 Phased Projects

Applications for subsequent phases of projects already in receipt of a reservation of RHFP or
LIHTC allocations must show evidence that the original phase(s) of the project has achieved
Sustaining Occupancy. For this purpose, Sustaining Occupancy means a minimum of three (3)
months of break-even operations and occupancy at 90% or greater.
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3.10Readiness to Proceed and Financial Feasibility

As part of the Application Submission Package, sponsors must complete the Anticipated
Development Schedule in CDA Form 202. This schedule should be consistent with DHCD’s
underwriting and construction review process as outlined in Appendix A of this Guide as well as
LIHTC requirements. If a project is approved for a LIHTC and/or RHFP reservation, it is expected
to meet the development schedule as proposed. In cases where a zoning change, variance, or
exception is necessary, schedules must be consistent with the analysis provided by the
Development Team’s zoning attorney or engineer. In all cases, the Anticipated Development
Schedule should reflect the project’s readiness to use current calendar year LIHTC and current
fiscal year RHFP funds. If a project envisions utilizing other than current calendar year LIHTC
and/or current fiscal year RHFP loan funds, the application must provide sufficient explanation
and supporting information for the alternate development schedule.

Additionally, all projects must be financially feasible in accordance with DHCD underwriting
standards and generally accepted industry practices.

3.11Site Requirements

3.11.1 Site Control

Sponsors must have sufficient site control to allow projects to move forward if they receive a
reservation of funds. At the time of application, site control should extend for at least one-
hundred and eighty (180) calendar days after the application deadline date (including extension
options). Acceptable evidence of site control includes deeds, contracts of sale, leases, purchase
options, Land Disposition Agreement and other similar agreements from a local government
(without regard to the status of the underlying condemnation/acquisition process) or other
evidence at DHCD’s discretion.

3.11.2 Utility Availability

Evidence that public water, sewer, electric, gas, telephone, internet and cable services are at
project sites or will be available during the construction or rehabilitation period must be
provided. Acceptable evidence of utility availability may include a letter from the Development
Team'’s civil engineer, the utility company providing the service, a responsible local official or,
for existing buildings, copies of recent utility bills. Alternately, the applicant may provide a
certification in the form provided in the Application Submission Package.

3.11.3 Zoning
Sites must be properly zoned for their intended use. If a zoning change, variance, or exception
is required, sponsors must provide the following information in the application:
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e Documentation illustrating the present status of the proposed zoning change, the local
planning and zoning process;

e Contact information for a local official familiar with the project and responsible for the
approval process; and

e A detailed schedule with projected dates for obtaining the required approvals
corresponding to the project schedule in the Application Submission Package.

3.11.4 Environmental Assessments

Each project must comply with applicable requirements of local, state and federal
environmental laws and regulations. As part of the Application Submission Package, an
environmental assessment checklist or environmental report, if available, must be included.
Environmental assessments must not be more than one year old as dated from application
submission.

3.11.5 Scattered Sites

Except for family housing located in a Community of Opportunity, projects which involve either
the rehabilitation of existing scattered site homes or new construction on non-contiguous
vacant infill lots, whether as a stand-alone project or as part of a larger scattered site
redevelopment project, must include in the application a current community revitalization plan.
The community revitalization plan must be prepared in accord with the requirements of Section
4.2.1 of this Guide.

Except for family housing located in a Community of Opportunity, no targeted unit in any
scattered site project may be adjacent to a vacant unit that is not part of the project or is not
otherwise specifically targeted for redevelopment in a community revitalization plan.

3.11.6 Exceptions

The requirements for site control, availability of utilities, environmental, and zoning
compliance, and scattered sites are not applicable to projects that involve the purchase of
completed residential units constructed under a density bonus, affordable zone, or other
comparable program. Additionally, site control requirements are not applicable for a sponsor
of a scattered site family project in a Community of Opportunity. Sponsors of both of these
types of projects must provide a detailed proposal for identifying specific sites and indicating
how and when they will obtain site control.

3.11.7 New Construction - Priority Funding Areas (Sma